© 0 N oo o~ W DN PP

N N N NDDNDND P PP PP PR PP PR
a » WO NP O O 00 N O 00 b WO N B O

LEGISLATIVE GENERAL COUNSEL S.B. 191
¢, Approved for Filing: R.L. Rockwell & 1st Sub. (Green)
¢ 02-24-049:.05AM &

Senator Beverly Ann Evans proposes the following substitute bill:

OIL AND GASRELATED TAXESAND FEES
2004 GENERAL SESSION
STATE OF UTAH

Sponsor: Beverly Ann Evans

LONGTITLE
General Description:
This bill amends provisions related to fees and severance taxes imposed on oil and gas.
Highlighted Provisions:
Thishbill:
» addresses how afee on oil and gasis calculated;
» modifies definition provisions; and
» addresses the imposition of the severance tax on oil and gas including:
» how the severancetax is calcul ated;
» thevaluation of oil and gasfor severance tax purposes,; and
» thefiling of required statements.
Monies Appropriated in thisBill:
None
Other Special Clauses:
This bill has retrospective operation to January 1, 2004.
Utah Code Sections Affected:
AMENDS:
40-6-14, aslast amended by Chapter 274, Laws of Utah 2003
59-5-101, as last amended by Chapter 271, Laws of Utah 1996
59-5-102, as last amended by Chapters 273 and 274, Laws of Utah 2003
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59-5-104, as last amended by Chapter 341, Laws of Utah 1995
ENACTS:

59-5-103.1, Utah Code Annotated 1953
REPEALS:

59-5-103, as last amended by Chapter 247, Laws of Utah 1990

Be it enacted by the Legidature of the state of Utah:

Section 1. Section 40-6-14 is amended to read:

40-6-14. Feeon oil and gas-- Payment of fee -- Collection -- Penalty and interest
on delinquencies -- Payment when product taken in-kind -- I nter ests exempt.

(1) (@) Thereislevied afee [of-002-6f thevatue-at-the-weH-of oH-and-gas—{a)] as
provided in Subsection (1)(b) for oil and gas:

(i) produced; and

(i) (A) saved,

[{)] (B) sold; or

[fe)] (C) transported from the [premises| field in Utah where the oil or gasis produced.

(b) The feeimposed under this Subsection (1) is equal to the product of:

(i) .002; and

(i) the value of the oil or gas determined in accordance with Section 59-5-103.

(2) (a) The State Tax Commission shall administer the collection of the fee, including

any penalties and interest.

(b) The monies collected shall be deposited in the Oil and Gas Conservation Account
created in Section 40-6-14.5.

(c) Time periods for the State Tax Commission to allow arefund or assess the fee shall
be determined in accordance with Section 59-5-114.

(3) (&) Each person having an ownership interest in oil or gas at the time of production
shall be liable for a proportionate share of the fee equivalent to [hts] that person's ownership
interest.

(b) Asusedinthis section "ownership interest” means any:

(i) working interest;

(i) royalty interest;
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(iii) interest in payments out of production; or

(iv) any other interest in the oil or gas, or in the proceeds of the oil or gas, subject to
the fee.

(4) (@) The operator, on behalf of the operator and any person having an ownership
interest in the oil or gas, shall pay the fee to the State Tax Commission:

(i) quarterly; and

(if) asprovided in Subsections (4)(b) and (c).

(b) For purposes of Subsection (4)(a), the quarterly fee payments are due as follows:

(i) for the quarter beginning on January 1 and ending on March 31, on or before June 1;

(ii) for the quarter beginning on April 1 and ending on June 30, on or before September

(iii) for the quarter beginning on July 1 and ending on September 30, on or before
December 1; and

(iv) for the quarter beginning on October 1 and ending on December 31, on or before
March 1 of the next year.

(c) Thefeerequired by this section shall be reported to the State Tax Commission on
forms provided by the State Tax Commission.

(5) (&) Any fee not paid within the time specified shall:

(i) carry apenalty as provided in Section 59-1-401; and

(ii) bear interest at the rate and in the manner prescribed in Section 59-1-402.

(b) (i) Thefee, together with the interest, shall be alien upon the oil or gas against
which the fee and interest are levied.

(if) The operator shall deduct from any amounts due to the persons owning an interest
in the ail or gas, or in the proceeds at the time of production, a proportionate amount of the
charge before making payment to the persons.

(6) () When product is taken in-kind by an interest owner who is not the operator and
the operator cannot determine the value of the in-kind product, the operator shall:

(i) report 100% of the production;

(it) deduct the product taken in-kind; and

(iii) pay the levy on the difference.

(b) Theinterest owner who takes the product in-kind shall file areport and pay the levy
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on the interest owner's share of production excluded from the operator's report.

(7) Thissection shall apply to any interest in oil or gas produced in the state except:

(@) any interest of the United States;

(b) any interest of the state or a political subdivision of the state in any oil or gasor in
the proceeds of the oil or gas,

(c) any interest of any Indian or Indian tribe in any oil or gas or in the proceeds
produced from land subject to the supervision of the United States; or

(d) ail or gas used in producing or drilling operations or for repressuring or recycling
purposes.

Section 2. Section 59-5-101 is amended to read:

59-5-101. Definitions.

Asused in this part:

(1) "Board" meansthe Board of Qil, Gas and Mining created in Section 40-6-4.

(2) "Condensate" means those hydrocarbons, regardless of gravity, that occur naturally

in the gaseous phase in the reservoir that are separated from the natural gas as liquids through

the process of condensation either in the reservoir, in the wellbore, or at the surfacein field

separators.
(3) "Crude ail" means those hydrocarbons, regardless of gravity, that occur naturally in

the liquid phase in the reservoir and are produced and recovered at the wellhead in liquid form.

[3] (4) "Development well" means any oil and gas producing well other than a
wildcat well.

[€3)] (5) "Divison" means the Division of Qil, Gas and Mining established under Title
40, Chapter 6.

[t4)] (6) "Enhanced recovery project” means.

(a) theinjection of liquids or hydrocarbon or nonhydrocarbon gases directly into a
reservoir for the purpose of;

(i) augmenting reservoir energy[;];

(ii) modifying the properties of the fluids or gasesin areservoir([;]; or

(iii) changing the reservoir conditions to increase the recoverable oil, gas, or oil and
gas through the joint use of two or more well bores; and

(b) aproject initially approved by the board as a new or expanded enhanced recovery
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119  project on or after January 1, 1996.

120 [€5)] (7) (&) "Gas' means.

121 (i) natural gas[eof];

122 (ii) natural gasliquids; or

123 (iii) any mixture [theresfbut] of natural gas and natural gasliquids.

124 (b) "Gas' does not include solid hydrocarbons.

125 [ “Natura-gas—means- those-hydrocarbons-other-than-ot-and-other-thanna
126 e

127

128

129

130 !

131 [€6}] (8) "Incremental production” means that part of production, certified by the

132  Division of Oil, Gas and Mining, which is achieved from an enhanced recovery project that
133  would not have economically occurred under the reservoir conditions existing before the
134  project and that has been approved by the division as incremental production.

135 ' '
136
137
138
139
140
141
142
143 (9) "Natural gas' means those hydrocarbons, other than oil and other than natural gas

144  liquids separated from natural gas, that occur naturaly in the gaseous phase in the reservoir and

145 are produced and recovered at the wellhead in gaseous form.

146 (10) "Natural gasliquids' means those hydrocarbons initially in reservoir natural gas,

147  regardless of gravity, that are separated in gas processing plants from the natural gas as liquids

148  at the surface through the process of condensation, absorption, adsorption, or other methods.

149 [€8)] (11) (@) "Oil" means.
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(i) crudeail [of];
(ii) condensate; or
(iii) any mixture [thereof;but] of crude oil and condensate.

[€£9)] (12) "Oil or gasfield" means a geographical area overlying oil or gas structures.
The boundaries of oil or gasfields shall conform with the boundaries as fixed by the Board and
Division of Qil, Gas and Mining under Title 40, Chapter 6[:], Board and Division of Oil, Gas

and Mining.
(13) "Operator" means any person engaged in the business of operating an oil or gas

well, regardless of whether the personiis:

() aworking interest owner;

(b) an independent contractor; or

(c) acting in a capacity similar to Subsection (13)(a) or (b) as determined by the

commission by rule made in accordance with Title 63, Chapter 46a, Utah Administrative
Rulemaking Act.
[€16}] (14) "Owner" means any person having aworking interest, royalty interest,

payment out of production, or any other interest in the oil or gas produced or extracted from an
oil or gaswell in the state, or in the proceeds of this production.

[(23)—Precessing] (15) (a) Subject to Subsections (15)(b) and (c), "processing costs”
means the reasonable actual costs of processing [gas—Processgcostsdeterminedby| natural

gas to remove:
(i) natural gasliquids; or

(ii) contaminants.

(b) If processing costs are determined on the basis of an arm's-length contract [are],
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eostsof-proeessig-shaltbe| processing costs are those reasonabl e costs associated with [the]:

(A) actual operating and maintenance expenses, including gas used or consumed in
processing;

(B) overhead directly attributable and allocable to the operation and maintenancel;];
and [etther]

(C) (1) depreciation and areturn on undepreciated capital investment([;]; or

(1) acost equal to areturn on the investment in the processing facilities as determined
by the [tex] commission. [Fh issi : R

(ii) Subsection (15)(c)(i) includes situations where the producer performs the

processing for the producer's product.

[(12)] (16) "Producer" means any working interest owner in any landsin any oil or gas
field from which gas or ail is produced.

[€13)] (17) "Recompletion” means any downhole operation that is:

(a) conducted to reestablish the producibility or serviceability of awell in any geologic
interval; and

(b) approved by the division as a recompletion.

[(14)] (18) "Royalty interest owner" means the owner of aninterest in oil or gas, or in
the proceeds of production from the oil or gas who does not have the obligation to sharein the
expenses of developing and operating the property.

[€15)] (19) "Solid hydrocarbons' means:

(i) coals];

(i) gilsonites];

(iii) ozocerite[;]:

(iv) elateritef;];

(v) oil shalef;];

(vi) tar sandg[;]; and

(vii) all other hydrocarbon substances that occur naturally in solid form.
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212 [€16)] (20) "Stripper well" means:

213 (&) an oil well whose average daily production for the days the well has produced has
214 been 20 barrels or less of crude oil aday during any consecutive 12-month period; or

215 (b) agaswell whose average daily production for the days the well has produced has
216  been 60 MCF or less of natural gas aday during any consecutive 90-day period.

217 [(FA—Fransportation] (21) (a) Subject to Subsections (21)(b) and (c), "transportation
218  costs' means the reasonable actual costs of transporting oil or gas products from the well to the
219 i i
220
221 (b) If transportation costs are determined on the basis of an arm's-length contract,

222  transportation costs are the actual costs. [V

223 (c) (i) If transportation costs are determined on a basis other than an arm's-length
224 contract[+ f Htatt i f
225 i
226  costs associated with [the]:

227 (A) actual operating and maintenance expenses, including fuel used or consumed in

228  transporting the oil or gas;

229 (B) overhead costs directly attributable and allocable to the operation and
230 maintenance];]; and [erther]

231
232
233
234
235 (ii) Subsection (23)(c)(i) includes situations where the producer performs the

236 transportation for the producer's product.

237 (d) Regardless of whether transportation costs are determined on the basis of an arm's

238 length contract or a basis other than an arm's length contract, transportation costs include:

239 (i) carbon dioxide removal;
240 (ii) compression;

241 (iii) dehydration;

242 (iv) gathering;
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(V) separating;
(vi) treating; or

(vii) aprocess similar to Subsections (21)(d)(i) through (vi), as determined by the

commission by rule made in accordance with Title 63, Chapter 46a, Utah Administrative
Rulemaking Act.
[€18)] (22) "Tribe" meansthe Ute Indian Tribe of the Uintah and Ouray Reservation.

comptetee:

[€26)] (23) "Wl or wells' means any extractive means from which oil or gasis
produced or extracted, located within an oil or gasfield, and operated by one person.

[21)] (24) "Wildcat well" means an oil and gas producing well which isdrilled and
completed in apool, as defined under Section 40-6-2, in which awell has not been previously
completed as awell capable of producing in commercial quantities.

[€22)] (25) "Working interest owner" means the owner of an interest in oil or gas
burdened with a share of the expenses of developing and operating the property.

[€23)] (26) (a) "Workover" means any downhole operation that is:

(i) conducted to sustain, restore, or increase the producibility or serviceability of awell
in the geologic intervals in which the well is currently completed; and

(i1) approved by the division as aworkover.

(b) "Workover" does not include operations that are conducted primarily as routine
maintenance or to replace worn or damaged equipment.

Section 3. Section 59-5-102 is amended to read:

59-5-102. Severancetax -- Rate -- Computation -- Annual exemption -- Tax credit
-- Deduction for processing costs and transportation costs -- Study by Tax Review
Commission.

(1) [tey] Each person owning an interest, working interest, royalty interest, payments
out of production, or any other interest, in oil or gas produced from awell in the state, or in the
proceeds of the production, shall pay to the state a severance tax on the basis of the value[;at
the-wet] determined under Section 59-5-103 of the oil or gas.

(8) produced[;]; and

(b) (i) saved[;and];
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274 (i1) sold; or

275 (iii) transported from the field where the substance was produced [asprovidedrthts
276  seection].

277 [{b)—BeginningJdantiary-+-1992-the]

278 (2) (a) The severancetax rate for oil isasfollows:

279 (i) 3% of the value of the oil up to and including the first $13 per barrel for oil; and
280 (ii) 5% of the value of the oil from $13.01 and above per barrel for oil.

281 [{e)—BegtnningJantary 11992 the]

282 (b) The severancetax rate for natural gasis asfollows:

283 (i) 3% of the value of the natural gas up to and including the first $1.50 per MCF for
284  gas, and

285 (i) 5% of the value of the natural gas from $1.51 and above per MCF for gas.

286 [{eh—BegtnningJantary-1-1992-the]

287 (c) The severancetax rate for natural gas liquidsis 4% of the [taxabte] value [for] of
288  thenatura gasliquids.

289 [te)] (3) If oil or gasis shipped outside the state:

290 [{D] (@ the shipment constitutes a sale; and

291 [€1)] (b) theqil or gasis subject to the tax imposed by this section.

292 [€H-D)] (4) (8) Except as provided in Subsection [{HH{it)] (4)(b), if theoil or gasis
293  stockpiled, the tax is not imposed until the oil or gasis.

294 [(A)] (i) sold;

295 [(B)] (ii) transported; or

296 [£S)] (iii) delivered.

297 [€1)] (b) Notwithstanding Subsection [(B){HH] (4)(a), if oil or gasis stockpiled for
298  more than two years, the oil or gasis subject to the tax imposed by this section.

299 [€2)] (5) A tax is nhot imposed under this section upon:

300 (@) thefirst $50,000 annually in gross value of each well or wells as defined in this

301 part, to be prorated among the owners in proportion to their respective interestsin the

302  production or in the proceeds of the production;

303 (b) stripper wells, unless the exemption prevents the severance tax from being treated
304 asadeduction for federal tax purposes;

-10-
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[¢e
Jandeary-1-1996;]

[{eh] (c) thefirst 12 months of production for wildcat wells started after January 1,
1990; or

[te)] (d) thefirst six months of production for development wells started after January
1, 1990.

[€3)] (6) () Subject to Subsections [£3)] (6)(b) and (c), aworking interest owner who
paysfor al or part of the expenses of arecompletion or workover may claim a nonrefundable

tax credit equal to 20% of the amount paid.

(b) Thetax credit under Subsection [€3)] (6)(a) for each recompletion or workover may
not exceed $30,000 per well during each calendar year.

(c) If any amount of tax credit ataxpayer is alowed under this Subsection [(3)] (6)
exceeds the taxpayer's tax liability under this part for the calendar year for which the taxpayer
claimsthe tax credit, the amount of tax credit exceeding the taxpayer's tax liability for the
calendar year may be carried forward for the next three calendar years.

[t4)] (7) A 50% reduction in the tax rate isimposed upon the incremental production
achieved from an enhanced recovery project.

[€5)] (8) The taxesimposed by this section are:

(@) inaddition to all other taxes provided by law; and

(b) delinquent, unless otherwise deferred, on June 1 next succeeding the calendar year
when the oil or gasis:

(i) [€A)] produced; and

[£B)] (ii) (A) saved; [and]

[{€)] (B) sold; or

[€1)] (C) transported from the [premises] field.
[€6}] (9) With respect to the tax imposed by this section on each owner of oil or gas or

in the proceeds of the production of those substances produced in the state, each owner isliable
for the tax in proportion to the owner's interest in the production or in the proceeds of the
production.

[€A] (10) Thetax imposed by this section shall be reported and paid by each producer
that takes oil or gasin kind pursuant to agreement on behalf of the producer and on behalf of

-11-
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each owner entitled to participate in the oil or gas sold by the producer or transported by the
producer from the field where the oil or gas is produced.

[{8}] (11) Each producer shall deduct the tax imposed by this section from the amounts
due to other owners for the production or the proceeds of the production.

[€9] (12) (a) The Tax Review Commission shall review the tax provided for in this
part on or before the October 2008 interim meeting.

(b) The Tax Review Commission shall addressin its review the following statutory
provisions:

(i) the severance tax rate structure provided for in this section;

(ii) the exemptions provided for in Subsection [(2}] (5);

(iii) thetax credit provided for in Subsection [£3)] (6), including:

(A) the cost of the tax credit;

(B) the purpose and effectiveness of the tax credit; and

(C) whether the tax credit benefits the state;

(iv) thetax rate reduction provided for in Subsection [(4)] (7);

(v) other statutory provisions or issues as determined by the Tax Review Commission;
and

(vi) whether the statutory provisions the Tax Review Commission reviews under this
Subsection [{9}] (12) should be:

(A) continued;

(B) modified; or

(C) repeded.

(c) The Tax Review Commission shall report its findings and recommendations
regarding the tax provided for in this part to the Revenue and Taxation Interim Committee on
or before the November 2008 interim meeting.

Section 4. Section 59-5-103.1 is enacted to read:

59-5-103.1. Valuation of oil or gas-- Deductions.

(1) (a) For purposes of the tax imposed under Section 59-5-102 and subject to
Subsection (2), the value of oil or gas shall be determined at the first point closest to the well at
which the fair market value for the oil or gas may be determined by:

(i) asale pursuant to an arm's length contract; or

-12 -
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367 (ii) for asale other than a sale described in Subsection (1)(a)(i), comparison to other
368 salesof ail or gas.

369 (b) For purposes of determining the fair market value of oil or gas under Subsection
370 (1), aperson subject to atax under Section 59-5-102 may deduct:

371 (i) processing costs from the value of:

372 (A) oail; or

373 (B) gas; and

374 (i) (A) except as provided in Subsection (1)(b)(ii)(B), transportation costs from the
375 valueof:

376 (D) oil; and

377 1) gas; and

378 (B) notwithstanding Subsection (1)(b)(ii)(A). the deduction for transportation costs
379  may not exceed 50% of the value of the:

380 () oail; or

381 1) gas.

382 (2) Subsection (1)(a)(ii) appliesto a sale of oil or gas between:

383 (a) aparent company and a subsidiary company;

384 (b) companies wholly owned or partially owned by a common parent company:; or
385 (c) companies otherwise affiliated.

386 Section 5. Section 59-5-104 is amended to read:

387 59-5-104. Statementsfiled -- Contents-- Falsification as perjury.

388 (1) (a) Every producer engaged in the production of oil or gas from any well or wellsin

389 the state shall file with the commission, on or before June 1 of each year, on forms furnished by
390 the commission, a statement containing the [feHewing] information required by Subsection
391 (1)(b) relating to the oil or gas.

392 (i) produced[;]; and

393 (i) (A) saved[and];

394 (B) sold; or

395 (C) transported from the [eH-or-gas] field where the oil or gas was produced during the
396  preceding calendar year[].

397 (b) The statement reguired in Subsection (1)(a) shall include:

-13-
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[®] (i) the name, description, and location of ;

(A) every well or wells; and

(B) every field in which the well or wells are located;

[{by] (ii) the number of barrels of ail, the cubic feet of gas, and quantity of other
hydrocarbon substances produced, including the percentage of production from lands held in
trust by the United States for any federally recognized Indian tribe or its members;

[fe)] (iii) the value of [thispreduction-at-theweH] the oil or gas; and

[feh] (iv) any other reasonable and necessary information required by the commission.

(2) The statements or reports required to be filed with the commission shall be signed
and sworn to by the producer or a designee.

(3) Any willful false swearing as to the purported material facts set out in this report
constitutes the crime of perjury and shall be punished as such under Title 76, Utah Criminal
Code.

Section 6. Repealer.

Thisbill repeals:

Section 59-5-103, Valuation of oil or gas-- Alternatives -- Exceptions --
Controversies on value to be determined by commission.

Section 7. Retrospective oper ation.

This bill has retrospective operation to January 1, 2004.

-14 -



